Abstract: This study examines whether mandatory adoption of International Financial Reporting Standards (IFRS) leads to capital market benefits through enhanced financial statement comparability. UK domestic standards are considered very similar to IFRS (Bae et al. 2008) , suggesting any capital market benefits observed for UK-domiciled firms are more likely attributable to improvements in comparability (i.e., better precision of across-firm information) than to changes in information quality specific to the firm (i.e., core information quality). If IFRS adoption improves financial statement comparability, we predict this should reduce insiders' ability to benefit from private information. Consistent with these expectations, we find that abnormal returns to insider purchases-used to proxy for private information-are reduced following IFRS adoption. Similar results are derived across numerous subsamples and proxies used to isolate IFRS effects attributable to comparability. Together, the findings are consistent with mandatory IFRS adoption improving comparability and thus leading to capital market benefits by reducing insiders' ability to exploit private information. 
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Mandatory IFRS Adoption and Financial Statement Comparability
Introduction
This paper examines whether mandatory adoption of International Financial Reporting Standards (IFRS) leads to capital market benefits through enhanced comparability. That is, we investigate whether IFRS adoption alters the information environment even within countries that ex ante have domestic standards similar to IFRS. While prior research documents that adoption of international accounting standards is associated with higher quality accounting (e.g., Ashbaugh and Pincus 2001; Barth et al. 2008) , much of this improvement appears to occur for firms domiciled in countries having domestic standards that differ significantly from international standards. This limits prior literature's ability to disentangle whether IFRS-related improvements in information quality result from changes in the precision of information specific to the firm (i.e., core information quality) versus changes in the precision of across-firm reporting signals (i.e., comparability). 1 We extend this literature by documenting that adoption of IFRS leads to capital market benefits even in a setting having few ex ante differences between domestic standards and IFRS. That is, we provide evidence consistent with mandatory IFRS adoption leading to capital market benefits associated through improved comparability.
To isolate the effects attributable to changes in comparability, we examine firms domiciled in the UK over 2003 through 2006. Several institutional features make this a unique setting to examine the effects of IFRS adoption on comparability. First, the capital markets in which the UK competes absorbed an exogenous reporting shift with the mandatory adoption of 1 2 IFRS within the European Union (EU) effective for fiscal years ending January 1, 2005. Second, the domestic accounting standards of the UK are arguably quite similar to IFRS (e.g., Bae et al. 2008) , suggesting that information quality benefits from IFRS adoption are less likely attributable to changes in core information quality. Finally, the UK equity market is deeper relative to other markets experiencing IFRS adoption, providing both more precision in measuring our primary proxies as well as increased statistical power.
We use as our dependent variable the change in abnormal returns following insiders' equity market purchases of their own firms' shares, which captures private information possessed by firm insiders. 2 Because UK domestic standards are similar to IFRS, we assume that any change in private information benefits for insiders of these firms is driven primarily by changes in financial statement comparability (i.e., across-firm reporting signals). That is, we expect that mandatory IFRS adoption will improve the public information set (and by extension, reduce the private information set) by allowing all users to better infer firm performance and valuation through enhanced comparability of financial statements across a larger and transnational set of firms that report within the same accounting standards.
Empirical results are consistent with IFRS adoption leading to capital market benefits associated with improvements in comparability. After controlling for other determinants of returns to insider purchases, we find that insider purchases exhibit statistically and economically lower abnormal returns subsequent to IFRS adoption, relative to those prior to adoption. These results are robust to multiple return measurement windows (i.e., five-day, one-month, threemonth, and six-month), and alternative definitions of abnormal returns (e.g., using alternative risk adjustments). Insiders' purchases tend to be more informative than insiders' sales (e.g., Lakonishok and Lee, 2001; Jeng, Metrick, and Zeckhauser, 2003) in part because of asymmetric litigation risk (e.g., Skinner, 1994) .
To further validate that these effects are most likely attributable to changes in comparability versus changes in core information quality, we perform two additional sets of analyses. First, we examine whether our effects are consistent for firms experiencing the greatest increases in comparability using three alternative measures based on: DeFond et al. (2011); DeFranco et al. (2011); and Yip and Young (2011) and Wang (2011) . Results confirm that firms experiencing the greatest increases in comparability exhibit greater reductions in abnormal returns to insider purchases following IFRS adoption relative to those experiencing smaller increases in comparability. Second, we control for variation in core information quality that can remain even within our UK sample, and thus potentially confound our inferences with respect to comparability. Specifically, we assess the impact of IFRS within sub-samples of UK firms that are likely to have the highest levels of core information quality before IFRS: those with low changes in accruals, low reconciling items between UK standards and IFRS, low closely held shares, or high analyst following. We find that IFRS adoption reduces the abnormal returns to insider purchases for firms within each of these subsamples. If these firms are the least likely to exhibit IFRS-related improvements in core information quality, then this evidence is consistent with IFRS affecting a change in firms' information environments relating to comparability.
Overall, the results are consistent with mandatory IFRS adoption leading to capital market benefits of reduced returns to insider trades due to improved comparability. This contributes to the literature in three ways. First, we build on previous studies investigating anticipated (e.g., Armstrong et al. 2010 ) and actual (e.g., Daske et al. 2008 ) effects of IFRS adoption by documenting that IFRS adoption also leads to capital market benefits through enhanced comparability, consistent with a primary regulatory motivation (see Regulation EC No 1606/2002 of the European Parliament). Second, we document that the benefits to IFRS 4 adoption can accrue even to firms having domestic standards similar to IFRS, where core information quality is less likely to have changed. For such firms, the effect of IFRS adoption on the information environment most likely relates to changes in comparability. Finally, we provide further evidence on the association between insider trading profits and properties of financial reporting (e.g., Beneish and Vargus 2002) .
Section 2 discusses the prior literature and hypothesis development. Section 3 presents the research design. Section 4 presents the sample selection, descriptive data, and empirical results. Section 5 presents analyses of alternative measures of comparability and firms partitions. Section 6 presents sensitivity analyses. Section 7 concludes.
Hypothesis Development and Background

Hypothesis development
The widespread adoption of IFRS and its related convergence initiatives have led to numerous studies examining its implications. Prior literature documents that investors positively anticipated IFRS adoption in Europe (Armstrong et al. 2010) . Prior papers further document a general reduction in information asymmetry for firms voluntarily adopting IFRS with corresponding commitment to high quality implementation (Daske et al. 2009 ), as well as for firms adopting IFRS by mandate within settings of high enforcement regimes (e.g., Daske et al. 2008; Li 2010) . This prior research indicates that IFRS adoption, when coupled with enforcement or commitment, leads to changes in the information for the markets in which these firms operate. It further suggests that these changes may derive from improvements in core information quality, since there is a large effect where pre-IFRS domestic standards differ substantially from IFRS (e.g., Daske et al. 2008) .
However, there is little direct evidence in prior studies regarding the IFRS adoption effect, if any, upon changes attributable to improvements in financial reporting comparability.
Comparability is typically defined as the quality of information enabling users to identify similarities in and differences between two sets of economic phenomena (FASB 2008) . Horton and Serafeim (2010) provide evidence that analyst forecast accuracy improves after mandatory IFRS adoption for analysts covering firms that report under multiple standards before IFRS adoption. Similarly, Tan et al. (2011) document that analyst coverage is increasing in the extent to which IFRS adoption eliminates differences in standards between the firm's country and that of the analyst. Relatedly, DeFond et al. (2011) find evidence of increased foreign mutual fund ownership flows following mandatory IFRS adoption for firms domiciled in countries with both increases in uniformity and greater enforcement, inferring that IFRS adoption leads to improved comparability. While these studies attribute effects of IFRS adoption to changes in comparability, the pre-IFRS domestic standards used by some firms within these samples likely differed substantially from IFRS, suggesting the effects may continue to reflect changes in core information quality.
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We extend this literature by examining whether informational benefits accrue to firms domiciled in a country that exhibits few ex ante differences between domestic GAAP and IFRS.
In this setting, it is unlikely that IFRS adoption would provide benefits relating to core information quality (i.e., changing the distributional properties of reporting signals specific to the firm relating to materiality, faithful representation, verifiability), because the nature of this information reported should not change substantially before versus after IFRS adoption.
However, benefits may accrue due to improvements in comparability (i.e., more precision from 6 across-firm reporting signals information advantage derives from access to firm-specific information about decisions that may affect firm performance, and from a sophisticated understanding of how firm performance is correlated with (and is potentially affected by) the performance of other firms (e.g., Wu and Zhang 2010) . Thus, comparability improvements should improve investors' ability to understand a firm's relative performance and concurrently diminish insiders' informational advantage, after more firms provide financial information under a common reporting system. Therefore, we expect that comparability improvements will reduce some (but not likely all) of insiders' information advantage.
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UK setting and insider trading
To examine whether IFRS adoption leads to comparability improvements, we choose firms domiciled in the UK for several reasons. First, the capital markets in which the UK 7 operates absorbed an exogenous reporting shift with mandatory IFRS adoption in the EU effective 2005. Prior literature reveals that while the associated reconciliations from UK standards to IFRS exhibit some information content, these reactions vary across UK firms (e.g., Christensen et al. 2007; Christensen et al. 2009; Horton and Serafeim 2010) . Second, prior research suggests that domestic accounting standards in the UK are similar to IFRS. In particular, Bae et al. (2008) systematically review the accounting standards comprising IFRS, and conclude that these standards do not differ substantially from those in the UK (see their   Table 1 ). Thus, while some differences may exist between UK standards and IFRS, UK standards appear the closest to IFRS relative to other countries adopting IFRS. Third, restricting the analysis to a single country mitigates variation in institutional characteristics that can confound inferences drawn from other studies that rely on cross-country samples. Finally, the UK requires timely disclosures regarding the timing and amounts of equity traded by insiders, which is our primary proxy for possession of private information. The insider trade reporting requirements are less strict in other EU countries, particularly prior to IFRS adoption.
Accordingly, the UK setting appears unique in offering a developed capital market with domestic standards similar to IFRS, which improves our ability to isolate effects of IFRS adoption that are most likely attributable to comparability.
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5 Recent research (Fidrmuc et al. 2011 ) finds that insider purchases are more informative in countries with stronger governance and enforcement institutions, consistent with our use of the UK as a setting. While we note that this can bias against our findings (to the extent that potential improvements to reporting, such as IFRS adoption, lead to increased returns to insider trades), this effect is unclear, as enforcement quality typically affects the informativeness of insider sales (versus purchases). Further, other countries with smaller capital markets but domestic standards similar to IFRS and strong enforcement (e.g., Singapore and Ireland) may exhibit stronger benefits from increased comparability relative to the UK. Thus, as an already highly developed capital market, the UK provides a possible lower bound on the economic benefits of improved comparability. (Pope et al. 1990) , and that rule appears to be strictly enforced, as insider trading is virtually non-existent during that window (Hillier and Marshall 1998, 2002) .
Research Design
We choose to examine insider purchases of shares to directly examine a users' ability to exploit private information (Kyle 1985) . The focus on purchases better isolates informative trading relative to sales. Prior research (both in the US and UK) documents that insiders' purchase transactions have a stronger association with subsequent stock returns than insiders' sales transactions (Lakonishok and Lee 2001; Fidrmuc et al. 2006) . This empirical regularity is commonly attributed to an asymmetry in litigation risk associated with trading on privately known bad news versus good news and a greater proportion of sales being driven by liquidity or portfolio rebalancing needs. (1) where:
BHRET is the cumulative abnormal buy-and-hold return for firm j (aggregated alternatively over one-month, three-month, or six-month windows), starting one day following insider purchases executed during fiscal year t minus the same window return to the Datastream Total UK Index;
9 BUYSIZE is the total number of shares purchased by insiders of firm j during year t divided by the number of shares outstanding at the end of year t; BM is firm j's book-to-market ratio, measured at the end of fiscal year t-1 preceding the insider trades; SIZE is the log of firm j's market capitalization (in $ thousands) at the end of fiscal year t-1 preceding the insider trades;
RD is an indicator variable equaling 1 if firm j reports research and development expenses for fiscal year t-1 preceding the insider trades, and 0 otherwise;
CLOSEHELD is the percentage of firm j's common shares that are closely held at the end of year t-1 preceding the insider trades; RETLAG is the market-adjusted cumulative return for firm j for year t-1 preceding the insider trades;
VOLATILITY the standard deviation of the residuals from a regression of firm j's daily stock returns on the UK value-weighted market returns over year t-1 preceding the insider trades; and IFRS an indicator variable equal to one for trades for firm j occurring under IFRS, and zero otherwise.
The dependent variable is BHRET, which is the market-adjusted return measured across one-month, three-month, and six-month windows, all beginning on the day following the insider 8 Untabulated results indicate that abnormal returns to insider sales are slightly negative prior to IFRS, and that these returns are not economically significant subsequent to IFRS adoption. We do not draw inferences from insiders' sales transactions because of confounding issues (e.g., litigation, liquidity trading) noted above. Equation (1) includes control variables for previously documented determinants of profitability to insider trading. BUYSIZE measures firm-level insider purchasing intensity during a fiscal year; the predicted coefficient is positive, as insiders are likely to maximize their trading profits by engaging in larger purchases when anticipating good news of a larger magnitude. We include SIZE, predicting a negative coefficient as prior research documents that more profitable trades occur for smaller firms (Lakonishok and Lee 2001) . We include the book-to-market ratio (BM) and past returns (RETLAG); as insiders have been shown to exhibit contrarian trading behavior and also to purchase undervalued firm stock (Rozeff and Zaman 1998; Piotroski and Roulstone 2005) , the predicted coefficient is positive for BM, and negative for RETLAG. BM, SIZE, and RETLAG also control for risk factors not captured by the market-level adjustment of the dependent variable.
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We also control for accounting-and governance-based proxies for information asymmetry between firm insiders and outsiders. As insider purchases precede larger positive abnormal returns in firms with R&D activities (Aboody and Lev 2000) , we predict a positive coefficient for RD. As firms with a greater proportion of shares held by insiders are likely to have more opaque information environments, we predict a positive coefficient for CLOSEHELD. we predict that BHRET will be negatively associated with IFRS. That is, we expect that IFRS adoption will reduce insiders' informational advantage by improving comparability, and thus reduce insiders' ability to profit from their purchases. (which could disproportionately affect our UK sample, owing to its substantial financial services industry) and associated stock market declines (which could directly affect our market-based measures-see Figure 1 ). 13 We obtain insider trading data from Directors Deals, a UK-based 12 All tabulated results use continuous independent variables winsorized at one percent for each tail to mitigate the impact of outliers. However, this choice has no effect on inferences relating to our experimental variable. 13 We note that Figure This leads to a final sample of 663 firms, with 2,616 firm-year observations. We obtain financial data from Worldscope, market data from Datastream, and analyst data from IBES.
Sample Selection, Descriptive Statistics, and Empirical Results
Sample selection and descriptive statistics
Panel B compares our sample firms to the full population of UK firms. The sample firms are larger and more profitable than the UK population, which is likely driven by the requirement that larger firms adopt IFRS by 2006. Panel C presents the industry composition based on the Fama-French 12-industry classification, with service industries (e.g., financial services, wholesale and retail) being the most represented.
15 Table 2 provides descriptive statistics. In Panel A, we present statistics at the insider trade level. There are, on average, 1.667 (1.404) insiders purchasing (selling) stock per firmyear in our sample. In absolute value, the average amount purchased by insiders (£198,835) is significantly smaller than the average amount sold (£1,450,529). The difference is less pronounced when transactions are scaled by shares outstanding (0.10% for purchases compared effective 2005. In addition, untabulated descriptive statistics reveal that several risk measures (beta, return volatility, and synchronicity), calculated annually for our sample UK firms, do not appear to change over our sample period. This suggests that changes in risk are not driving our findings. 14 These latter firms primarily include those listed on the Alternative Investment Market (AIM), which tend to be smaller. These firms were required to adopt IFRS effective 2007. We analyze this subsample in Section 6. 15 Results are robust to excluding financial services firms, which are subject to other regulatory provisions. 14 to 0.34% for sales), which suggests that purchases tend to occur in relatively smaller firms. In Panel B, we present statistics for the firm level observations used in the multivariate analyses.
Consistent with prior research, insider purchases appear more informative than sales across all measurement windows. For example, the mean three-month return following insider purchases is 3.00%, versus 0.00% for comparable insider sales. Hence, the univariate statistics support our focus on insider purchases. Table 3 presents abnormal returns to insider purchases. Panel A presents univariate results, comparing BHRET for purchases occurring in the pre-versus post-IFRS period. Returns are reported over a one-month window in columns (1) and (2); three-month window in columns (3) and (4); and six-month window in columns (5) and (6). Consistent with expectations, abnormal returns in the pre-IFRS period are higher relative to those in the post-IFRS period.
Empirical results
Specifically, mean abnormal returns decrease after IFRS adoption from 2.08% to 0.68% for the one-month return window, 4.01% to 1.23% for the three-month window, and 6.75% to 2.09% for the six-month window. These differences are all significant at the 1% level. 16 Panel B of Table 3 presents results from the multivariate analysis of BHRET. Focusing on the one-month window, column (1) presents results including only the control variables. As predicted, BHRET is increasing in the relative size of the purchase (coefficient for BUYSIZE = 2.426, t-stat = 5.53) and in stock return volatility (coefficient for VOLATILITY = 0.723, t-stat = 2.19). BHRET is also decreasing in the size of the firm (coefficient for SIZE = -0.002, t-stat = -1.80). The remaining variables are insignificant. Column (2) presents results regarding our variable of interest, IFRS. Consistent with expectations, the coefficient is negative and significant (-0.012, t-stat = -4.64).
Results are similar using a three-month return window in columns (3) and (4), or a sixmonth return window in columns (5) and (6). The coefficients for the control variables are as predicted, including the coefficients for both book-to-market (BM) and lagged return (RETLAG).
The coefficient for IFRS is also significantly negative in both the three-month window (-0.026, t-stat = -5.98) and the six-month window (-0.042, t-stat = -5.67) estimations.
If the UK setting isolates firms for which comparability is the primary characteristic affected by mandatory IFRS adoption, the reduction in abnormal returns to insider purchases is consistent with improvements to financial statement comparability reducing insiders' private information. 
Alternative measures of comparability and firm partitions
Alternative measures of comparability
We next examine whether our results correspond to recent research examining alternative measures of comparability. We focus on three alternative measures based on DeFond et al.
(2011), DeFranco et al. (2011) , and on intra-industry information transfers.
We first employ an industry-level measure of the change in financial statement comparability using a proxy developed by DeFond et al. (2011) . This proxy is a ratio, representing the increase in the pool of peer firms using the same set of standards, calculated for each 2-digit SIC industry group in our sample. The numerator of this ratio for our study is the number of UK firms plus the number of firms in other European Union countries (which report under IFRS by 2005), while the denominator is the number of UK firms reporting under UK domestic standards in 2003 and 2004. We designate firms as experiencing a low (high) increase in comparability if their industry is in the bottom (top) tercile of the percentage increase in comparable peers. We expect a larger reduction in insiders' information advantage for UK firms in industries with the largest increase in comparability.
Our second proxy for financial statement comparability is based on DeFranco et al.
(2011). Consistent with Lang et al. (2010) and Yip and Young (2011) , we estimate a crosscountry version of their accounting comparability measure and label it ACOMP. Conceptually, ACOMP measures how closely similar economic events (stock returns) map into the financial statements (earnings) of two firms. To implement this measure, we first estimate a firm-year specific earnings/returns association by running the following equation for each firm i over years t-3 to t, using all EU firms with available data from WorldScope and Datastream:
where NI is net income of firm i for fiscal year t scaled by beginning of the year market capitalization, and RET is the cumulative stock return for firm i over fiscal year t. The estimated coefficients ̂0 i and ̂1 i from (2) constitute i's accounting function. Similarly, we estimate ̂0 j and ̂1 j for all firms j. Finally, we compute firm i's expected earnings using the accounting functions of firms i and j as follows:
That is, E(NI) iit and E(NI) ijt are the expected earnings of firm i for a given return RET it using firm i's and firm j's accounting function, respectively. Accounting comparability between firms i and j in year t is then defined as follows:
Consistent with Lang et al. (2010) , we estimate ACOMP ijt for all firm i-j pairs where i and j are in the same two-digit SIC industry group but in different countries. The average ACOMP ijt is then used as the firm-year specific accounting comparability ACOMP it . A higher ACOMP it indicates that firm i exhibits higher accounting comparability with its foreign peers.
We designate a firm as experiencing a low increase in comparability if its change from pre-to post-IFRS average ACOMP it is in the bottom tercile. Similarly, we designate a firm as experiencing a high increase in comparability if its change from pre-to post-IFRS average ACOMP it is in the top tercile.
Our third proxy for financial statement comparability is based on intra-industry information transfers around earnings announcements. Concurrent work by Yip and Young (2011) and Wang (2011) suggests that IFRS enhances financial statement comparability in terms of transnational information transfer. We construct an industry-level proxy for increased comparability around IFRS adoption in the EU using the following four steps. First, for each earnings announcement date t of an EU firm i for fiscal years 2003 to 2006, we retrieve domestic market-adjusted returns for a three-day window around t for all EU firms in the same two-digit SIC group as i, provided they are not from the same country as i. Second, we compute the absolute value of the equally-weighted average return across all foreign industry peers of i around i's earnings announcement t and label it ABS_PEER_EARET it . Third, we estimate the following regression separately for each two-digit SIC group with sufficient data available:
The unit of observation is a firm-earnings announcement date, and ΔEPS it is firm i's change in earnings per share from the previous fiscal year. Fourth, we consider industries to have experienced improved financial statement comparability if (i) the estimation F-test is statistically significant and (ii) β 1 is significantly positive (with a one-tailed p-value below 0.10).
Results examining abnormal returns to insider purchases across sample partitions derived from these three comparability proxies are reported in Table 4 
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Panel B presents the multivariate analyses. We focus first on columns (1) and (2), which present returns to insider purchases over three-month return windows using the DeFond et al.
(2011) proxy. We find that the coefficient on IFRS for firms having a high increase in comparability is significantly negative (-0.032, t-stat = -4.10). This coefficient is also marginally more negative than the coefficient on IFRS for firms having a low increase in comparability (F-test = 2.96, p-value < 0.10). Columns (3) and (4) present results using the DeFranco et al. (2011) proxy. Similar to the above, we find that the coefficient on IFRS for firms having a high increase in comparability is significantly negative (-0.045, t-stat = -5.08),
and that this coefficient is more negative relative to firms that observe a low increase in comparability (F-test = 5.18, p-value < 0.05). Columns (5) and (6) present results using the intra-industry information transfer proxy. Again, we find that the coefficient on IFRS for firms having a high increase in comparability is significantly negative (-0.063, t-stat = -5.57), and 18 The univariate statistics for the DeFranco et al. (2011) measure appear to suggest that comparability decreases (e.g., the mean value of -0.063 in Panel A) in the bottom tercile. However, this measure likely contains noise in our setting: the Ret=f(E) function is estimated at the firm-level using rolling windows of four years, leading the post-IFRS measures to be estimated using a mix of pre-and post-IFRS observations. more negative relative to firms with a low increase in comparability (F-test = 13.75, p-value < 0.01). Untabulated results using one-and six-month return windows are qualitatively similar.
Overall, the table shows that the decrease in profitability of insider purchases is greater among firms having larger increases in financial statement comparability due to IFRS adoption.
Firm partitions
We now examine several firm partitions to better identify subsamples of UK firms where we posit that IFRS adoption is less likely to affect core information quality. This allows us to better isolate potential changes attributable to comparability (i.e., changes attributable to acrossfirm information). Accordingly, we partition firms into those having high versus low ex ante core information quality. That is, even in a country setting such as the UK, in which firms' financial reports have high average information quality, there is likely firm-level variation. This variation can arise due to the nature of the firms' operations (i.e., how well the accounting system captures the related economic phenomena), or due to the implementation of the reporting system by the firm. Thus, we seek to identify sub-samples of UK firms likely to have high core information quality. For this latter sample, we assume that observed changes in abnormal returns upon IFRS adoption are more likely attributable to changes in comparability versus changes in core information quality.
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To proxy for ex ante core information quality, we employ four measures: change in accruals, reconciling items from UK standards to IFRS, closely held shares, and analyst 19 We further partition our sample by isolating firms with both (i) a high increase in comparability and (ii) high core information quality prior to IFRS. For example, we look at changes in insider purchase profitability for firms in the top tercile of change in comparability according to the DeFond et al. (2011) measure (i.e., high increase in comparability) and with high analyst following (i.e., ex ante high core information quality). Untabulated results reveal significant decreases in abnormal returns for the subsamples of firms.
following. 20 We choose these measures to capture, respectively, the internal reporting environment, the reporting transition to IFRS, the ownership/governance structure of the firm, and the external reporting environment. We assume that insiders of firms having low change in accruals (e.g., Beneish and Vargus 2002) , low levels of reconciling items, low levels of closely held shares, or high analyst following are likely to have fewer opportunities to trade on their private information. Accordingly, we designate as ex ante high information quality those firms having: the lowest tercile of change in accruals; below median reconciling items; lowest tercile of closely held shares; or highest tercile of analyst following. Conversely, we designate as ex ante low information quality those firms having: the highest tercile of change in accruals; above median reconciling items; highest tercile of closely held shares; or lowest tercile of analyst following. We measure accruals as the absolute difference between cash flow from operations and net income, scaled by total assets. We measure reconciling items using data from Horton and Serafeim (2010). 21 If core information quality is high for firms having low change in accruals, low reconciling items, low closely held shares, or high analyst following, we assume that any observed change in abnormal returns to insider purchases is more likely due to changes in comparability. Table 5 presents results to these sample partitions. Panel A presents descriptive statistics, revealing significant differences for all four proxies across subsamples designated as "low information quality" versus "high information quality," as expected. Panel B present the multivariate results. Across all regressions, the dependent variable is BHRET, the abnormal buy- 20 Results are similar using size or market index membership. We use analyst following, as prior research argues this is a stronger proxy for the external information environment (Brennan and Subrahmanyam 1995) . 21 This data consists of the magnitude and major line items reported by UK firms in their required reconciliations from UK domestic GAAP to IFRS used to provide comparative amounts. We designate firms as having low (high) reconciling items if the absolute magnitude of their total balance sheet reconciliation scaled by market capitalization is below (above) our sample median. We thank Horton and Serafeim for generously sharing their reconciliation data.
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and-hold return to insider purchases. We present results measuring abnormal returns for the three-month window; (untabulated) inferences using one-month and six-month windows are similar. Columns (1) and (2) present results using change in accruals; columns (3) and (4) use reconciling items; columns (5) and (6) use closely held shares; and columns (7) and (8) use analyst following.
We first focus on column (1) for firms reporting high change in accruals (i.e., firms expected to have ex ante low information quality). Among the control variables, abnormal returns to insider purchases are increasing in the size of the purchase (coefficient on BUYSIZE = 4.328, t-stat = 3.08) and volatility (coefficient on VOLATILITY = 1.455, t-stat = 1.77), and decreasing in lagged returns (coefficient on RETLAG = -0.014, t-stat = -1.49). The coefficient on IFRS is also significantly negative (-0.028, t-stat = -3.59); consistent either with benefits arising from improved comparability, or with improvements in core information quality (as this subsample of UK firms has ex ante low information quality).
However, our primary interest lies in column (2), which presents results for firms reporting low change in accruals (i.e., firms expected to have ex ante high information quality).
Results among the control variables are similar. Of note, the coefficient on IFRS remains significantly negative (-0.034, t-stat = -3.52). This suggests that even for firms with very high information quality (i.e., those having low change in accruals), abnormal returns to insider purchases are reduced following mandatory IFRS adoption.
Results across the remaining partitions are similar. Columns (3) and (4) present results partitioning the sample using reconciling items; in column (4), for the subsample with low reconciling items (i.e., high information quality), the coefficient on IFRS is significantly negative (-0.041. t-stat = -4.92). Columns (5) and (6) present results using closely held shares to partition the sample; in column (6), for firms with low closely held shares, the coefficient on IFRS is again negative (-0.014. t-stat = -1.87). Finally, columns (7) and (8) present results partitioning firms using analyst following; in column (8), for firms with high analyst following, the coefficient on IFRS is negative and significant (-0.016. t-stat = -2.15). If these proxies isolate UK firms unlikely to experience improvements in core information quality from IFRS adoption, the results remain consistent with improvements in financial statement comparability.
Sensitivity analyses
In this section, we assess the robustness of our results using several sensitivity analyses.
First, we examine an alternative proxy for private information: analyst recommendation upgrades. Second, we investigate alternative specifications to mitigate concerns that our findings are confounded by time-effects unrelated to IFRS adoption. Next, we investigate an alternative measurement window: short-windows surrounding insider trades. Finally, we explore an alternative sample: AIM firms.
Alternative proxy for private information: analyst recommendation upgrades
We now examine a second proxy to capture private information: abnormal returns to analyst recommendation upgrades. We re-estimate Equation (1), replacing the dependent variable of BHRET with BHRET_ARU, the buy-and-hold return to analyst recommendation upgrades (i.e., "upgrades").
To identify upgrades, we compare a given analyst recommendation to the previous one issued by the same analyst for the same firm. We define as upgrades those recommendations that either:
(i) are both more favorable than the previous issued recommendation, and have at least a "Hold" recommendation; or (ii) are first-time recommendations that are designated as a "Buy" or "Strong Buy." BHRET_ARU is calculated similar to BHRET.
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We include all the equation (1) independent variables in our analysis of recommendation upgrades, except for the exclusion of BUYSIZE, and expect the same predicted signs. The inclusion of these variables is motivated by analysts being informed agents whose recommendation upgrades are more likely to be profitable in stocks (i) that are undervalued and
(ii) whose information environment is less transparent. Our variable of interest remains IFRS, as 22 We note three issues surrounding the use of analysts to proxy for users having private information. First, both UK and EU regulations preclude selective disclosure of material information by companies to analysts. Second, consistent with our use of returns to insider purchases to proxy for private information benefits, we investigate changes in the profitability of analyst recommendation upgrades. However, it is unclear ex ante whether favorable analyst recommendations are more likely driven by "inside" information than unfavorable recommendations (e.g., McNichols and O'Brien 1997; Mayew 2008) . Finally, we note that improved comparability may allow analysts to provide more informative recommendations, biasing against reduced returns to analyst recommendation upgrades following IFRS adoption. 23 Specifically, we calculate the return measured across one-month, three-month, and six-month windows, for each analyst upgrade, beginning on the day following the upgrade. For each return, we then subtract the stock market return for the Datastream Total UK Index, calculated over the same window to arrive at an upgrade-specific abnormal return. Finally, we aggregate all analyst recommendation returns for a given fiscal year, weighting the recommendations by the relative magnitude of the upgrade, to derive a firm-level cumulative abnormal return to total upgrades. To weight the recommendation upgrades, we use a scale ranging from 1 ("Strong Buy") to 5 ("Strong Sell"). Thus, an upgrade from 3 ("Hold") to 2 ("Buy") receives a weight of one, whereas an upgrade from 4 ("Sell") to 2 ("Buy") receives a weight of two. Results are robust to alternative algorithms to aggregate the analyst upgrades.
24
previously defined. We predict a negative coefficient if IFRS adoption reduces analysts' informational advantage by improving comparability.
Untabulated univariate results reveal reduced abnormal returns to analyst recommendation upgrades of 1.28% to 0.60% in the one-month return window, 2.94% to 0.83% in the three-month window, and 5.33% to 1.50% in the six-month window (all significant at the 5% level). Table 6 presents the multivariate results. Focusing on the three-month window in column (2), the coefficient on IFRS is significantly negative (-0.020, t-stat = -3.48), as predicted. Results are similar using a one-month window in column (1), and six-month window in column (3). Columns (4) and (5) then present results using the DeFond et al. (2011) comparability measure. While we observe reduced returns to analyst recommendation upgrades for firms exhibiting high increases in comparability (coefficient on IFRS = -0.025, t-stat = -2.68), we fail to find that this difference is more negative relative to firms exhibiting low increases in comparability (F-test = 1.02). Similarly, using the DeFranco et al. (2011) measure in Columns (6) and (7), we find reduced returns both for firms exhibiting low increases in comparability (coefficient on IFRS = -0.016, t-stat = -1.64) and high increases in comparability (coefficient on IFRS = -0.023, t-stat = -2.13). However, we again fail to find that firms with high increases in comparability have relatively more negative returns (F-value = 0.16).
Similarly, untabulated results indicate that IFRS adoption is associated with a significant decrease in the incidence of analyst recommendation upgrades, although the decrease is not more pronounced in firms experiencing a greater increase in comparability. Overall, the above results using analyst purchase recommendations as an alternative proxy for private information are consistent with (albeit weaker than) our primary results.
Confounding Effects Related to Time
Recall that our primary experimental variable is IFRS, which is an indicator that equals one for firms reporting under IFRS. It is possible that IFRS could be confounded by time-effects unrelated to IFRS adoption, raising challenges to the inferences. To mitigate concerns that contemporaneous events could affect our results (e. within our sample period, this provides additional robustness for our inferences. Second, we exploit the staggered adoption of IFRS among mandatory adopters in the UK that arises from differences in fiscal year ends. This naturally partitions firms into subsets that adopt IFRS at different points in calendar time. We find that the decrease in abnormal returns to insider purchases coincides with IFRS adoption. Finally, we exclude 2005, the first year of IFRS adoption, to eliminate effects that may be attributable to this transition year, such as firms providing greater levels of disclosure or higher scrutiny by investors and regulators. All results are robust to excluding this year.
Short-window returns to insider purchases
We repeat the primary results using a shorter measurement window to define the dependent variable. The primary analyses use longer windows (e.g., three-month), consistent 26 with prior research (e.g., Seyhun 1998; Huddart and Ke 2007) . We now define the dependent variable as the market-adjusted returns to insider purchases over the five-day period beginning one day after the trade occurs. Untabulated results are consistent with the primary analyses that rely on the longer measurement windows. Following Table 3 , we find that abnormal returns to insider purchases decrease following IFRS adoption (coefficient on IFRS = -0.004, t-stat = -2.87). We also find some evidence that these returns are reduced more for those firms exhibiting the greatest increase in comparability, although this difference is statistically insignificant at conventional levels. Overall, the results are consistent with the primary findings, although weaker in cross-sectional partitions.
UK firms listed on the AIM
We now examine UK firms listed on the AIM, which is an exchange for smaller growing firms. Of note, AIM-listed firms are required to adopt IFRS effective fiscal 2007, thus delaying IFRS adoption by up to two years relative to UK firms listed on the main exchange. However, since UK standards are similar to IFRS, this leads to an expectation that the benefits of improved comparability should accrue even to UK firms not immediately adopting IFRS, as these benefits arise primarily from adoption by non-UK firms (i.e., competitors). Of course, several institutional characteristics of AIM firms can attenuate these expectations: AIM firms tend to have weak performance and governance (Gerakos et al. 2011) , are more likely to be locally focused in their operations, and have an unclear benchmark for evaluating abnormal returns (owing to their smaller size and generally higher riskiness). Consistent with these qualifications, results for the AIM firms are sensitive to their chosen risk adjustment. Using the AIM sample to replicate Table 3 , we find a negative coefficient on IFRS, though it is significant only for the 27 three-month return (-0.033, t-stat = -4.20) and six-month return (-0.064, t-stat = -4.90).
Turning to the replication of Table 4 , we fail to find evidence of relatively reduced abnormal returns to insider purchases for firms experiencing greater increases in comparability using the DeFond et al. (2011), DeFranco et al. (2001) or Yip and Young (2011) measures. Overall, the results using the AIM firms are consistent, but weaker, as compared to those results using UK firms listed on the main exchange.
Conclusion
This paper investigates whether mandatory IFRS adoption leads to capital market benefits through enhanced financial statement comparability. To isolate the effects of comparability, we use firms domiciled in the UK as our setting. Prior academic and practitioner research suggest that UK domestic standards are similar to those under IFRS. Thus, any effects of changing to IFRS for UK firms are more likely driven by changes in comparability (which we define as across-firm reporting signals) versus changes in the precision of reporting signals specific to the firm (which we define as "core information quality"). We use as the dependent variable abnormal returns to insider purchases of stock, where insiders represent sophisticated users likely to possess private information. If IFRS reduces private information by enhancing the comparability of financial statements, we predict that abnormal returns to insider purchases will be reduced following mandatory IFRS adoption in the UK. Empirical results are consistent with these expectations, with abnormal returns to insider purchases decreasing following IFRS adoption across short (five-day) and long (one-, three-, and six-month) window return settings.
We further examine alternative partitions of firms to better isolate firms most likely affected by changes in comparability versus core information quality upon mandatory IFRS 28 adoption. To identify firms that experienced greater increases in comparability, we use three alternative measures based on: DeFond et al. (2011); DeFranco et al. (2011); and intra-industry information transfers adapted from Yip and Young (2011) and Wang (2011) . We find that the reduction in abnormal returns to insider purchases is greater for firms having larger versus smaller increases in comparability. In addition, we use four proxies to identify firms having ex ante high quality core information: firms having low change in accruals, low reconciling items between UK standards and IFRS, low closely held shares, or high analyst following. Within each group, we continue to find lower abnormal returns to insider purchases subsequent to mandatory IFRS adoption, again consistent with improvements to comparability.
We conclude that these results are consistent with mandatory IFRS adoption reflecting capital market benefits attributable to improved comparability. These results build on the substantial literature investigating the effects of IFRS adoption, by documenting that benefits to IFRS adoption are not limited to countries exhibiting large differences between domestic standards and IFRS, or to firms exhibiting low information quality. Rather, improvements can also accrue in settings in which information quality is already high, and incumbent domestic standards are already similar to IFRS. These insights are likely of interest to continuing deliberations surrounding further IFRS adoption, including within the US and other countries.
We note that while the UK provides unique advantages as an empirical setting, it likely also represents a lower bound in terms of potential capital market benefits from improved comparability, due to the relatively developed features of its reporting and capital markets. Across both panels, the dependent variable is BHRET, the abnormal buy-and-hold returns to insider equity purchases. Returns are calculated for three measurement windows: one-month; three-month; and six-month. To calculate abnormal buy-and-hold returns, we: (1) measure the stock return to each insider purchase starting from the day following the insider trade until the end of the indicated window (i.e., onemonth, three-month, or six-month); (2) subtract the stock return to the UK value-weighted index for the same window; and (3) aggregate all firm j insider trades for fiscal year t, weighting the trades by the relative shares transacted, to derive a firm-year cumulative abnormal return to total insider purchases.
Standards errors are clustered by firm. Untabulated industry fixed-effects are by 2-digit SIC code. ***, **, and * indicate significance for one-tailed tests at the 1%, 5%, and 10% levels, respectively.
The independent variables are:
BUYSIZE jt the total number of shares purchased by insiders of firm j during year t divided by the number of shares outstanding at the end of year t;
BM jt firm j's book-to-market ratio, measured at the end of fiscal year t-1 preceding the insider trades;
SIZE jt the log of firm j's market capitalization (in $ thousands) at the end of fiscal year t-1 preceding the insider trades;
RD jt indicator variable equaling 1 if firm j reports research and development expenses for fiscal year t-1 preceding the insider trades, and 0 otherwise;
CLOSEHELD jt the percentage of firm j's common shares that are closely held at the end of year t-1 preceding the insider trades;
RETLAG jt the market-adjusted cumulative return for firm j for year t-1 preceding the insider trades;
VOLATILITY jt the standard deviation of the residuals from a regression of firm j's daily stock returns on the UK value-weighted market returns over year t-1 preceding the insider trades; and IFRS jt an indicator variable equaling 1 if firm j reports under IFRS in year t, and 0 otherwise. To operationalize comparability, we use three measures. First, in columns (1) and (2), we use the ratio proposed in DeFond et al. (2011) . This represents the increase in the pool of peer firms using the same set of standards, calculated for each 2-digit SIC industry group in our sample. Second, in columns (3) and (4), we use the method proposed by DeFranco et al. (2011) and adapted by Lang et al. (2010) and Yip and Young (2011) for cross-country analysis. We estimate a firm-year specific accounting function based on a regression of earnings on stock returns (see Equation (2)). We then compute a firm's expected earnings using its own accounting function and that of its non-UK 2-digit SIC industry peers (see Equations (3) and (4)). The average difference between a firm's expected earnings using its own accounting function and that of its peers multiplied by minus one constitutes the firm-year specific accounting comparability (ACOMP) measure (see Equation (5)). We designate firms as experiencing a low (high) increase in comparability if their change from pre-to post-IFRS average ACOMP it is in the bottom (top) tercile.
Third, in columns (5) and (6), we use an intra-industry information transfer method adapted from Yip and Young (2011) and Wang (2011) . For each firm-year in our sample with a non-missing earnings announcement date, we compute the absolute value of the equally-weighted mean three-day marketadjusted return across all the firm's foreign industry peers within the EU, based on 2-digit SIC industry classification, centered around the earnings announcement. We then regress that absolute return on the firm's change in annual EPS and its interaction with an indicator for fiscal years where financial reports are filed under IFRS, and estimate the coefficients separately for each 2-digit SIC group. We designate firms in a given industry as experiencing a high increase in comparability if the industry-level model is significant (as per an F test) and the coefficient on the interaction between the change in EPS and IFRS is significantly positive (with a one-tailed p-value below 0.10), and all others as experiencing a low increase in comparability.
In all regressions, the dependent variable is BHRET, the three-month abnormal buy-and-hold returns to insider purchases, calculated in three steps: (1) measure the stock return to each insider purchase over the three-month window beginning with the day following the insider trade; (2) subtract the stock return to the UK value-weighted index for the same window; and (3) aggregate all firm j insider trades for fiscal year t, weighting the trades by the relative shares transacted, to derive a firm-year cumulative abnormal return to total insider purchases. All other variables are defined in Table 3 .
Standards errors are clustered by firm. Untabulated industry fixed-effects are by 2-digit SIC code. ***, **, and * indicate significance for one-tailed tests at the 1%, 5%, and 10% levels, respectively. 
